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WHAT  IS  A MANAOEI^IEIT  AUDIT 


APPLIED  TO  PROJECT  MANAGEMENT 


IN  THE  NAVY? 


STUDY  REPORT 


Presented  to  the  Faculty 


J^.a^’cnont  School 


in  Partial  FulfilL'ien' 


iroftrarTi  lianaf^ieinent  Coui’se 


Foiil  F.  Caron,  Cl 


Thin  study  represents  th&  viewr,  ( 
of  the  author  and  doe?  not,  ncces:.; 
of  the  Defense  Systo-,s  Nnr.,necr.cnt 


and  rccrr!Tendat  jo:i3 
. the  cffieial  opinion 
he  Jrr'-rUienl  oi  DefO' 


EXECUTIVE  SUI-yARY 


The  following  is  presented  as  a summary  of  the  three  major 
sections  of  this  repoirt; 

WAT  IS  KAr!AGE^!E^:T  AUDITIK'G? 

A comprehensive  and  constructive  appraisal  of  mainagement 
policies,  procedures,  methods,  and  use  of  reso\irces  to  identify 
significant  management  problems,  detemine  waste  and  deficiencies, 
probe  for  causes,  assess  impact,  devise  practical  solutions  and 
improved  methods,  and  make  management  oriented  recommendations  for 
\ise  in  the  management  decision  making  process, 

VJHT  A audit? 

The  socio-political  feelings  in  the  United  States,  for  the 
past  six  years  or  so,  has  not  been  favorable  to  most  activities  of 
the  Department  of  Defense,  Kan,y  people  have  been  vociferously 
criticizing  the  cost  groi-rth  of  major  v'eapon  acquisitions.  This  is 
especially  important  beca\?se  the  trend,  since  Fiscal  Year  I965,  has 
been  to  allocate  less  funds  out  of  the  Foderai  Budget  for  procurement 
and  research  and  developnent, 

TC  CC?'QVCT  A VA’ACK-r.-y':?  AUDIT 
This  section  broadly  explains  how  to  perform  a management 
audit  of  (1)  Plans  and  Planning,  (2)  Crganization,  (3)  Contracting, 
(^)  Controls  and  Controlling,  (5)  Costing,  Pricing  and  Financial 
Kanagetfient,  (6)  Information  System,  and  (?)  Engineering, 

This  report  aoes  not  cover  those  subjects  exhaustively,  but 
it  does  explain,  briefly,’  what  management  avditing  is,  wi^’  and  how 
this  technique  can  be  applied  to  the  project  rianagnme.-.t  siyle  of 
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WHAT  IS  A MAKAGEKEMT  AUDIT 


HOW  AND  WHY  IT  SHOULD  BE 


APPLIED  TO  PROJECT  MAKAGEI-IENT 


IN  THE  NAVY? 


INTRODUCTION 


The  Auditor  General  of  the  Navy/Kaval  Audit  Service,  has  not 
to  my  knouledfje,  in  the  past,  performed  a management  audit  of  a 
complete  major  weapon  acquisition  project.  Although  part  of  a 
project  may  have  been  reviewed,  diuring  a scheduled  periodic  audit 
a complete  integrated  audit  has  not  been  performed.  The  motto  of 
the  r.’aval  Audit  Service  since  the  early  oU's  has  been  "Service  to 


Kanagement  Uorld-V/ido".  I believe  that  it  can  be  a Ser>/ice  to 


Management  by  perfonaing  management  audits  for  the  Navy  in  the  area 
of  project  management. 


Although  tlie  Defense  Contract  Audit  Agctjcy  (DCiiA)  provides 
services  for  reviei;?.ng  contracts,  etc,,  and  the  General  Accounting 
Office  (gal)  periodically  reviews  pi'ojects,  at  the  request  of  l-.ember; 
of  Conrress,  there  ap]>ears  to  be  a need  for  comprehensive  majiagement 


audits  intcrnp.lly,  I believe  the  ability  to  perform  these  audits  is 


available 


n all  three  Cervices  throurth  their  internal  audit  organizations 


Panel  rcccrt 


showed  that  these  internal  audit  organizations  on  30  April  1970,  had 


the  follovrlng  alrcngth 


tr''o  l-'G,  T))1s  notation  *.dll  h'  u.'r.ci  vhrougnout  this  repo 

for  sources  cT  quct.vt.lo.iS  ni'.d  rofoivM.ci  i r.e  l.  The  first  nuivocr 
denotes  the  source  liste'l  in  the  .Vuiet  at.ed  hiblic.-raphv.  The 
second  number  is  the  page  in  U;o  rclcrunco. 


Civilian 

Military 

Total 

i. 

Army  Audit  Agency 

839 

81 

920 

33 

Navy-Auditor  General 

519 

56 

575 

21 

Air  Force-.Auditor  General 

m 

1250 

46 

Totals 

1,903 

842 

2,745 

100 

Although  the  Naval  Audit  Service  accounts  for  only  about  21  percent 
of  all  the  audit  personnel  of  the  uhree  Services,  I believe  that 
this  additional  function  covild  be  performed  vdth  onlj’’  A'-O  to  50 
more  auditors  at  an  adlitional  annual  cost  of  about  $600,000  to 
$750,000,  Hovraver,  this  additional  function  could  also  be  accomplished, 
on  a selected  basis,  with  little  or  no  additional  personnel, 

Tnis  report  vrill  attempt  to  (1)  define  management  auditing  and 
the  resi'lt^n"  benefits,  (2)  explain  ’,ihy  a management  a.udit  should 
be  applied  to  project  management  in  the  Navj/-,  and  (3)  show  how  a 
management  audit  could  be  conducted. 


:T  AUDITIIiG? 


The  term  wana^emen't  audj-tinr  and  other  variant  teirras  such 


as,  operational  auditinr:  and  perfonriance  auditin?  have  been  used 


interchangeably  for  a nmber.  of  years  ly  both  ccTtnnercial  and 


government  auditors.  Although  some  of  us  may  believe  that  we 


have  a clear  understanding  of  the  concept,  others  are  in  doubt 


If  VC  gathered  practicing  auditors  from  various  disciplines  from 
both  commercial  and  government  together  to  discuss  and/or  debate 
the  definition  of  management  auditing,  I believe  many  conflictinj 


definition  and  concepts  involved  in  accorjiplishing  these  types 


of  audits 


If  one  picks  up  a standard  dictionaiy,  the  following  definition 


of  audit  is  usually  found,  "a  foimal  or  official  a'taninaticn  and 


^verification  of  an  accouni.  be 


douxnitic 


readily  be 


eon  that  this  type  of  audit  is  traditional  in  r.xture 


in  that  it  5s  confined  to  financial  sre; 


Uie  verification  of  procedures.  F\u:ther  rnnagem.ent  is  defined 


in  standard  textbook 


organizing,  coordinating 


and  controlltn*  ti'.c  rescaroos  of  money 


nanpowar,  r.ate:lal,  and  fac’.  litico  to  achieve  prO' 


determined  objectives 


The  follo^jing  is  a pictorial  presentation  of  management 


KANAGEMEIT  IS 


PLANNING 


ORGANIZEIG 


DIRJJCTirJG 


KAI.TC’vVKR 


CCNTROLLIira 


MATERIAL 


CCCPJJirATi: 


To  Accomplish 
Predetermined 
Objectives 


FACIUTIPi? 


It  follo’rt*3  that  a true  management  audit  should  anal 


of  each  management  factor  upon  the  use  of  resources  to  accomplish 


the  assigned  mis 


iit\on  oi  ;:,ar. 


auditing,  that  is,  the  purpose  or  responsibility  of  audit.  In 


other  v;ords,  why  do  audito: 


our  function? 


it.s  name  i 


s a ranagemcn 


orf^a:iization  is  "Ger\'ice  to 


•rvi 


oy  in.'oming  !‘an?."ement  on  t'.e  efficiency 


effectiveness  with  which  policies,  procedures  and  good  management 


practio 


'>5iun 


2.  Infcn.'s  management 


Consequently,  we  try  to  detomine  whether  the  job  or  function 


efficiently  accoriplish  the  a.ssif’ned  mis 


At  this  point,  using  the  two  definitions  given  previously, 


aval  Audit  Service  fvinction 


safe  to  combine  these  thoughts  a.nd  arrive  at  a new  definition 


as  follovrs 


Kanagemsnt  audit  is  a comprehensive  and 


constructive  exarination  for  the  purpose  of 


■tion  to  management  concerning 


the  effectivon' 


of  its  planning,  or.'-anixin. 


raannowor 


looking  at  this  dsfijaition  you  will  note  it  includes  the  term 


.r.cluo’ed  ;in  the  rTC  .ioun  u>:  fii'3  tit  n of 


cope  of  a mantigemoiit  audj.t 


the  mn.Tiose  of  a na;)a"Cr.enl  au'iit  is 


p-.'oviding  information,  refer  of  cou: 


vforos 


"Service  to  i:an?re;nent 


coordinstinr 


mananer.ent  which  a ir^na^cnent  audit  should  be  designed  to 
evaluate.  Therefore,  it  goes  vrithout  saying  that  if  v;e  are 
to  evaluate  the  functions  of  management,  vre  must  review 
management's  use  of  available  rcso'urces  to  accomplish  the 
mission.  The  word  mission  has  hee;i  substituted  for  preie tetT’ined 
objectives.  Although  these  vjords  arc  synon;^’r.cus , in  the 
Depa.rti'ient  of  ])efcnse,  v;e  use  tiie  ter:.i  mission  to  denote  objectives. 

I vjould  like  to  compare  tradi  ti ona.l  auditing  concepts  to 
manafor.ent  auditin;;  concepts.  Thi;  follovrijig  tabulation,  I believe 
acccmplirihcs  this: 


Tr';.jx:Tit.:;.b  audtt' 
■'.'nri";Vc:''ti  .n 
Historic"’! 
■^•.Inancial  Accounts 

.'.nr.r-t  hr.  CO 


Tdcntify  !'cr.compli  cnco 
( hat  i ■ ■ .ron.-') 

Ad-ri  sc.r,”  ■ '-.’uctir  i 
(d  y.r  ■ - 


.n".3.y;jin  /.*.  '/pr srl 

C’-.rrenu 

r,xl  onor.  t o 
i.oaiagcru'it  areas 

; ;.oi  ?.''cn  ; 

i':,-aic::s  r-J  vrcc^::lv:r:c- 
■ f'tnsds  cf  contrcl 

Use  of  rer.ci:rcc;s 

luontifios  the  '.'■’'Y  (Causes) 

Ad'.rls'or.y  .virction  (filLtiiit; 


• .«r  » *»v./  i'*"  "ori « 


'^'"rif5r.3  r'^rcc. 


n 


Fron  the  prc\rlous  definition  of  riana<,cricnt  auditint;,  it  can 
readily  be  seen  that  mana^epient  audit  ooncepts  arc  an  extension 
of  the  traditional  or  financial  type  audits.  Tlie  primary  cor.ceni 
of  the  financial  audit  is  verification  of  historical,  financial, 
and  asset  data  to  identify  noncompliance.  The  monacement  audit 
in  contrast  is  more  concerned  ;vith  current  data,  extends  to  all 
mana<;ement  areas  and  consists  of  an  analysis  aJid  appraisal  of 
manaf^erient  plans,  policies,  systems  and  procedures,  ir.ethods  of 
control,  means  of  operation,  and  use  of  all  resources  to  accomplish 
the  assifned  mission.  The  nana^ei.ient  audit  identifies  the  '.ilY 
(causes)  of  mana';;emcnt  problcns  so  that  immediate  or  futm-c 
i;’.,u’cvf;;''.oahs  eon  (.■'  r 'ul«.  Also  si i;’ •"'ic? nt , the  cradj.tion.al 
financial  audi.t,  the  a.u.c'itor's  role  as  an  aduisor  is  secondary 
and  li'-ited  nrjra.rily  to  financial  ccnli’ols.  In  a na.- la^emer.t 
audit,  the  auditor's  role  as  an  advisor  is  priuiary  a.nc?  extends 
to  jJJ  r-)_r."tlc.-.s  or  ; a: .a  ;c; t evon  to  t’.ooc  ara.'.s  rooiuiri 
s';ci:.’5.ty  o"' c-auaoces.  "horofere , it  caii  readily  t'O  seen  that  t'le 
enent  audit  in  :.uch  more  minsio.  orio..-sd  ti.an  tun  V:  ;ey 
crientsd  finariCial  aiidit. 


, < 


auditor  is  his  initiative,  motivation,  and  imagination  to  search 


for  a better  way  to  achieve  the  stated  mission,  by  identifying 
signifiCcLnt  management  problems,  probing  for  catsses,  assessing 
impact,  and  looking  for  practical  solutions. 


Next  I wotild  like  to  describe  brieflj'’  and  graphically  the 
total  nanageraont  system  and  hoxj  it  operates  along  with  a 
description  of  the  approach  tal;en  to  performing  a management 


audit 


DnGisic:; 

I'iAillNG 


Policies 


Procedures 


i nter.'  1 
Control 


Action  \ 
(Methods ) 


Perinni  n''  at  t'^'c  top,  going  counter  cloei"v’isc,  the  mi 


are  .irulcmcnt 


policies  pro’rido  guidelines  for  .specific  nrocedia’.?,!  steps  tjiat 
govcm  the  action  taken  to  carrj'’  out  the  policies.  Tlie  results 


of  the  action  taken  should  bo  fed  b'uS-  to  rMina 


the  internal  control  system  for  evaluation  and  use  in  the 
manar.cinont  decision  mkinc  process.  Basically,  the  ronagement 
auditor  should,  viien  perfoming  a pre-audit  sur'/ey,  review 
this  total  system  in  order  to  be  able  to  pinpoint  Vitaknesses 
in  the  system.  This  survey  ;dll  be  used  to  guide  the  auditors 
into  worthvrtiile  areas,  also  rofeiured  to  as  areas  of  emphasis, 
v^ien  the  full  scale  audit  begins. 

Finally,  I would  like  to  end  this  part  of  r?y  paper  by 
draid-ng  from  the  pre\dous  definitions  given,  and  combining  all 
the  descriptions  I have  expounded  upon  to  give  one  coraprehensive 
definition  of  management  auditing. 

A ccm.pi'chonsive  and  constructive  appraisal  of 
management  policies,  prcccdures,  metheis,  and 
use  of  resources  to  identify  significant  mana.ge- 
ment  problems,  delontiine  raste  and  deficiencies, 
probe  for  causes,  assess  impact,  devise  practical 
solutions  and  improved  r.cthcds,  and  make  mana,''emont 
oriented  recommcnda.ticns  for  use  in  the  r'enagOMt'ni 
decision  ral^cing  process. 

This  final  definition,  to  a r.otivrtei  and  ii.-a.ginative  auditox-, 
proposes  quite  a challanre  in  litsclf. 
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WHY  A rA'IAOr^IEIT  AUDIT? 


The  socio-political  feelings  in  the  United  States,  for  the 


past  six  years  or  so,  has  not  been  favorable  to  most  activities 
of  the  DeiJartinent  of  Defense.  l!any  people  have  been  vocifero\;isly 
criticizing  the  cost  ni*owth  of  major  vjeapon  acquisitions,  Ihe 
Department  of  the  Navy  has  had  its  share  of  criticism.  The 
follo^-dng  tabulation  is  an  analysis  of  the  status  of  major 
weapon  acquisitions  still  in  the  acquisition  cycle  in  the  Navy 
as  of  31  December  1973 J 


Criglnal 


Inc\rrred 


ITumber 


Started  (In  Tiillions 


Total! 


* Trident  figure: 
Source;  Selected 


cxcl’idod  fren  t'  i! 
cquisition  Report! 


aoeve  xs  net 


the  sane  period  using  th.c  name  method  of  analysis  had  ten  system 
mth  ori.  Inal  devoioj^riont  cstirate,';  of  $l3,'t59  ll^lUon  witii  a coi 
:-ro-.rth  nf  .■■3,667  rllVi.cn  or  a rate  of  cost  ;;ro’.rth  of  I9.8  percen 


\^hile  the  Air  i’orce,  had  13  systems  with  original  development 
estimates  of  $37|0?6  million  with  a cost  growth  of  $13*583  million 
for  a rate  of  cost  p.rowth  of  3^»6  percent.  Cost  growths  are 
attributed  mostly  to  chanf^es  in  en?^j.neerin",  support,  schedule, 
economics,  estimating,  and  \inpredic tables. 

The  amount  of  fvinds  expended  annually  on  procurement  and 
research  and  development  have  been,  on  the  average  during  the 
ten  fiscal  years  from  1965  through  1975,  about  $28  Billion. 

During  this  period,  procurement  ranged  fror:  a high  of  $24 
Billion  in  1969  to  a low  of  $11.8  Billion  in  1965*  For  research 
and  development,  the  high  this  same  period  \ras  $8.9  Billion 
in  1975  to  a low  of  $6,2  Bil].ion  in  196.5.  For  a detailed 
analysis  covering  this  ten  year  period  see  iixhibit  A on  page  33  • 
It  is  also  interesting  to  note  tiiat  dtirinr  this  seme  period, 
the  Department  of  Defense  received  a smaller  percentage  of  the 
total  United  States  I’ud,.;ct,  each  succeeding  y-ar  -w-itii  the  exception 
of  FY  1967  and  1968.  The  percentage  has  ranged  fren  41.9  in 
?Y  1965  tc  2P.8  for  FY  1975.  Therefore,  it  can  he  stated  -duat 
the  Defense  Budget,  in  relation  to  the  total  United  States  Budget, 
has  been  getting  sinaller  almost  evei'y  year  since  FY  1965. 

froject  management,  •.;hi.ch  lisd  its  ir.netus  during  our  earlier 
space  o'xplorati.cr.s , lias  bc:cn  utili  n d extc- sively  in  the 
Department  of  Dofonse  duriri-;  the  pant  five  years  or  so  for 
mayor  v;capon  acquisitions  an’  resesreh  at.d  develop:;, ont  efforts. 


t. 

1. 


Consequent!;;  tho  Depai'fcnent  of  Defense  has  established 
sorr.e  pararteters  and  poHcy  for  establishing  project  nanagenent 
principles,  Tlio  follovring,  basicall;',  outlines  tlic  criteria 

3 

established  by  tlio  Depajtnent  of  Defense:^ 

1,  An  accuisition  hariny  a.n  estimated  dollar  value 


test  and  e\'aluatlon 


for  research  and  doveloprien 


2,  Having  an  ostimted  dollar  value  for  productioi 


:eoor;r.ended  for  such  designation  by  the  Depart:.! 


Xj  conciu-red  b; 


issuing  svoneqver’ 


th  the  exoention  that  the  above  snecifiod  in  1 


.ractxon 


in  the  past,  had  boon  tlie  inability  to  locate  potenti;il  probloras 


rn:nents , elaborate 


trac 


re  ir.ocscd  on  tv.o  ocntractc: 


’cotive 


■rere  also  a fallout  from 


projects  had  been  ranaged  during  early  space  ejqsloration.  As 
a result  of  extensive  analysis  and  revievro  by  the  Department 
of  Defense,  a joint  implementation  guide  has  svirfaced  to 
preclude  some  of  the  costly  nastakes  made  in  the  past.  This 
guide  is  entitled  Cost/Schedule  Control  Systems  Criteria  Joint 
Implementation  Guide. ^ This  guide  docs  not  impose  a system 
on  a contractor,  it  merely  states  the  “critoria”  wliicli  is 
required  of  the  contractor’s  management  system  in  order  to  be 
certified  or  validated  for  major  vreapon  acquisitions.  The 
criteria  basically  assures  that  the  contractcr's  management 


systems  are  sound,  and  once  this  is  accomplislied,  to  rely  on 


nt  recue; 


data  only  in  those  areas  v,-iicre  problems  orist.  The  contractoi-' 


management  system  must  bo  capable  of  basicall;:/  pro\ldAng 
moot  Cost/Schedulo  Control  Cystemr;  Criteria  requii’ements 


1.  hv.d“cted  cost  for  'renV:  schcdxilod  n.nd  uorfoim'.ed 


3.  Estimated  and  budgeted  cost  at  con;)lction 


Cost  and  sei.edxile  Vi 


.nccs  -..1th  ojqDlarationi 


5.  Ti'aooabilli 


bill  tv  of  mraromont' 


ould  not  already  be  doing  to  effectively  manage  iii 


contractor 


Tt  should  bo  bor3)c  in  m: 


if  a contractor  i 


inefficient  and  t’nc  luijority  of  hi 


Defense 


.araour 


Systems,  then  the  Department  of  Defense  is  paying  for  inefficiency 
and  the  contractor  is  not  as  competitive  as  he  could  be  for  his 


other  busines 


Cne  of  the  r r e L powerful  tools  that  can  and  is  used  for 


the  pinpaintins  of  problem  areas  is  the  Vtork  Breakdovnrj  Structure 


The  VJ3S  is  a formal  method  used  for  defining  and 


identifj'ing  contract  effort.  See  Exhibit  C,  page  35  for  an 


examT.)lo  of  a suinriary  'v33,  Alt’noagh  a contractor  may  have  his 


o^ai  unique  managonent  system  for  pl/mning,  scheduling,  budgetin, 


and  control3in-  cost 


riance  analv 


account! r 


nana/'ei'icnt  system  can  usually  be  used  by  the  Government  Fro^ram 


,1  amount  of  f\ui! 


r.;-  t'\e  contractor 


-‘.\rvca.\ri 


oly  essential  to  evaluatin'-  and  monitoriiis  contract 


horrendously  complex  one  requirin"  an  cxtc.nsive  amcun 


intcr-restionsibiliiics 


or  cor.i-?L'inL  sV.ip  requisition.  The  responsibility 


for  procurement  of  major  weapon  systems  in  the  Navy  rests  with 
the  Chief,  Naval  Material  Comnand  (NAVIIAT),  through  basically 
four  subordinate  systems  commands  (SYdCCl-S).  The  foUovdng  is 


presented  to  show  the  basic  responsibilitie 


Naval  Air  S^’stems  Command 


VAIR3Y3C 


The  follovdng  i; 


support  responsibilities  assigned 


1.  Navy  and  Karine  Corps  aircraft  systems  including 


components  thereof  and  fuels  and  lubricants 


but  not  including  torpedoes  and  mines  except  for 


aircraft  compatibility  aspect 


oint  responsibility  to  be  exorcised  \d.th  the 


4.  aii'-?.au:'.chfc:d  undcr-.'rater  sound 


5.  airborne  pyrotechnic 


arresting  f;ear,  visual  lariding  aid 


and  jot  blast  dcflRctor: 


In  addition,  the  responsibility  of  total  system  integration  ’dth 


respect  to  aircraft  weapons  and  spacecraf 


exorcised  jointly  witli  other  oYSCOMS  or  Project  Kanaf^ers  who 
are  assij^ned  responsibility  for  other  supportinf^  systems. 


Naval  Ship  Systems  Command  (^^AVotllPSYSCCIi) 

The  follovdn/T,  is  only  a partial  list  of  the  duties  and 
support  responsibilities  assiftned: 

1.  ships,  submersiblcs , amphibious  craft  and 
vehicles,  boats,  floatinp,  drydocks,  siiiphulks 
and  manned  surface  and  submerped  tarpets, 
batliescopes , etc . ; 

2.  propulsions; 

3.  auxiliary  pov;er  f.encratinp  and  distribution; 

k,  na'/i'^ation  equipment,  exoenj,  radio  navi  •.-•mion; 

5.  ship  systems  intepration  and  coordination; 

6,  coordination  of  rl'ipbuildinp,  corivv-rsion  and 
repair; 


7.  naval  nuclear  propulsion; 

8.  salve  uG  and  divitv; 

As  can  he  seen  from  t};c  broad  responsibilities  list'^d  above, 
intepration  and  coorclination  is  extremely  complex. 

ba.vail  "tectro'd  c.  3vr,te~  ';  Cor'm.aiid  ('"vV'il  .0  jitidvd!) 

The  follC'Viinp  is  only  a lo.rtial  ?.ict  o'"  the  duties  and 
svioocrt  responsibilities  ass’ nod; 

1.  oomr':ant3/control/co:unv.iieat.ioris  oyster  s '^platfori". 


2. 


to  platform),  ccmplote; 
undersea  and  space  survoillancc; 


3.  navigation  aids,  air  traffic  control,  and 
automatic  landinn  systems,  loss  airborne; 

4.  common  equipment,  components,  and  parts; 

5.  interior  comiaunications ; 

In  addition,  systems  inter.ration  irith  other  SYSCC'/.'s  or 
Frot'ram  Kananerc  \*o  are  assipned  I'esponcibilities  for 
specific  platforms. 

I^aval  Crdnanco  3--ste-s  Command  (•V.^HDiYiCCb) 

Tlie  rollovn.n;.>:  is  only  partial  list  of  tlie  duties  and 
support  rn3p0nsibiliti.es  assirned; 

1.  sbipbo.ard  loaapons  systems  OT.d  components  thereof; 


2. 

£;u:c:':d  ; ir;;ilcc; 

3. 

air-launclicd  nines  an 

,d  torpedoo'; 

h. 

small  arms,  infe,ni..ry 

cqu.i;  . i.it; 

5. 

(jr.plcsive  crrin,e:ieo  di 

rpec' , i.no 

t 

”inan:',  the 

1'* ' s.''  . r T ^ . i.* V r * ■ 

■ ^ V.4-  >»»• 

.1.  . . ( V . i 

erd.n,'j.ner:  sys 

ter-"  , -..0  i.'.  oih.er  3 . i, 

,'s  ; n:  : ro,^ 

apprepri  e te. 

;'.a>y  probio'.  arers  of  pirojent 

’•.Luia.  /'  --uL 

acp>''.';' ' '•.rns  h''”"  .'■;i'"r,r-e<‘d  ubic'”  ’ot'er^r."  i”  ' r,'''.i''>ier‘t’. f'n. 

o^  i:  ■ - r- n-»  : n:  ' . . ,.t  -r  .:\tr . ' v;,-/  ..;rl 

Accoui.i.i nr.  C.ffinp,' ''  a:-..I  t' ^ rlue  hibbo  ' D i . :el,‘'  hs'.e 

expressed  opinions  in  the  area  0''  lU'ccr'-"  • .aiiaccrnnt.  The  folio, ;in- 


:o 


7.  . 


■i;  r*  7'*'* 


is  a brief  r,vrrjna.ry  of  the-  problcT.  areas  that  tVieso  two  bodies 


found 


1.  Levels  of  reviev?  authority  contributing  little 


aeojs.Lons 


2.  Project  managers  operate  uiider  charters  that 


tend  to  be  vnd.tten  very  penerally,  and  inost 


charters  could  br:  applied  to  alr’-ost  any  pro 


rr.a,nar!:ers 


other  functional  riana  :crs  tend  to  be  too  vapiie 


Stx'icter  l.iMjtations  of  eleraonti 


ititive  prototypi 


isr  studie, 


nrotot 


Continued 


rnli abi 1 > t 


proposal: 


9.  Appropriate  planning  early  in  the  development 
cycle  for  subsequent  test  and  evaluation,  and 
effective  transition  to  the  test  and  evaluation 
phase. 

10.  F'leribility  in  selecting  tj-pe  of  contract  most 
apipropriato  for  developr’cnt  and  the  assessiicnt 
of  the  tcahn.ical  rishs  involved. 


^isutus 


Hcu  TO  cci’DUCT  A r.\::A^-rrF::;T  audit 

In  this  section  I i.-ill  attenpt  to  describe  how  a roana^onient 
audit,  of  a inajor  weapon  acqu.isition , could  be  acconplished. 
I!anar;a:'’.ont  auditing  is  oxtrenely  flexible,  in  t’lat,  it  oai’  be 
applied  to  curi'ont,  past  or  futiu’o  (planning)  ob.'iectives  or 
missioiis,  Unlil:e  a finnneial  audit  it  is  not  stagnated  bj' 
traditicnal  concepts.  Therefore,  the-  ar.ouiut  of  floxibilit/  is 
only  li;nitcd  to  the  pa:'ticipatin,_;  a'a'iitoi’s  initiative,  1;  a^^iiu.tion 
and  motivation.  Exhibit  D,  p:.  3e  co- tains  a ficticious 
exar.plc  of  nt  au<iit  ilndln^;,  to  illus  trato  to 

rcr.-'’'-*’  vh'-t  one  of  th-'o  find';-  s l -f  If’  ' -e  ' i.x  th.y  are 
usually  presented  to  raria-'emei.t. 


P?Lr>.nnin  ■ is  a cr"r:it''cnt  to  a.cticn.  on  an  ord'r?.y,  ■^ea?.istic, 
eti  o 1'  i"  r.  r 'ne.ablf  cl.cico  ef  coun  '•  of 

actir-'.  7};cse  s'.atv.entr  hr.V'-  the  vir'^''C  of  rr.'i;:;>;  it  cZx.rr  that 
}--lat:rd  ; r . \ a"s  i\  pro.v  as  of  relr.'..i.i  ccnc'=pto-.l  piia.'OS 

in  an  o/.-dci'ly  fasiaon,  of  the  benojiLn  tij.'.t  aj’o  derived 

fro--,  good  rA'’n'iin"  are  (1)  reevses  ac'-ic-. , (f.)  reduces  rich, 

(5)  r-'i.’.forso : o’op'^c lives  of  i jnsioir  , (•':-)  si-;l>fies  cooi’dinatien, 
(h)  lit:-.'  " control,  c."  -.i'"  oppi;  ''.uei.'..lc“  •"or  tv  d offs,  etc. 


I.;  TO  v'*‘ . : 


.v-J  o O.’  i.ibi  '^c*VC-L  ^3  C,1  OUTiU 


t},e  syr.+  rin  acquisition  c^.clc.  This  cycle  ' as  I'Toe  d'i.stj active 

p'ras  s -.hich  irvolvcs  the  fiofc;',  • r>y.;'.c  , Ace,.; ' sitiO'i  ar.-ie-n 

• ^ ' * 

Gc’ur.c^l  (.i.'Ahi).  ‘ TV.is  cc'a:cii  ''reo  iv  Vu:vc.  vol^y.’ . nt  Concept 


Papers  (1X3F)  Jurin, 


D3ARC  I dinrins  the  conceptual  ph.ase,  the  second  XP  is  received  for 


-he  validation  and  full  scale  developient  phase 


DIARC  II  betvreen 


submitted  between  the 


and  the  third  TCP  is  for  D3ARC  III  which  i 


full  scale  develop'nnnt  and  production  pha.se 


Review  and  evaluate  the  adequacy  of  estimate; 


infomation 


etc.,  on  the  XP’s  as  appropriate.  Sene  of  the  areas  to 


schedule; 


consider  follovj-: 


o concent  forrmlaticn 


,nd  i::iiutainaoility 


11 . P.eli.abi  1 ity , availaldl  i ty 


16,  Security 


Detondne  the  reasonablenes; 


.Tiananemcnt  ivith  any  findings 


There  are  other  areas  of  planrD.ng  and  plans  xAich  should 


be  also  considered.  Such  as,  planning  often  suffers  from  the 


lack  of  genuine  top-level  interest  and  support;  the  degree 
of  involvement  needed  frequently  leads  to  executive  avoidance 


and  consequent  dilution  of  the  quality  of  the  plannin, 


is  often  left  to  sub- 


ordinates iiiio  usually  are  comparatively  inexperienced  and 


formalistic;  nlanninf'  is  more  often  done  for  the  approvers  th>an 


for  the  doers;  planning  done  at  high  levels  usually  reflecti 


in  the  field  >;ho  have  to  cririg/  out  the 


planning  too  often  is  rich  in  rcjevc; 


in  resource: 


to  ccone/ic  c.  luouL-vaiiti 


uf ficient  do: 


•jl  to  oerTii  t);e  establishment 


accUiuT  ated 


Some  of  the  common  problems  that  plague  orcanizations  are; 


1.  Frequent  plan  channeo 

2.  No  arrangements  for  suecession 

3.  Late  decisions 

4.  Inadequate  information 

5.  Impossibility  of  accountability 

6.  Short  tenure 

7.  Excessive  communicating 

8.  Incompetence 

9.  Purposeless  redundancy 

Evaluate  the  above  factors  and  nrooeed  as  req’;ired  to  form 
an  opinion  or  recerrmendation. 

I'hraluate  tlio  ty-pe  of  organisata  on  cstatlished,  io  it 
functioning  i;sll  or  could  a different  t./po  of  struct’ire  result 
in  £ iTcre  cj'  'c-c livt;  organizati o;!.  die.;;’  anr  t2,7)er  of  syrtom.s/ 

projr.ct  o.Ticcs  (o/.-C  ) vary  Crc-i  a one  ra;i  operation,  to  a 
steff  Cii-b.d:  t;-pc  or  v.n;lsat'rn,  a r.odir;.  cisc  pO  to  50  persennei, 
or  r.  near  self  supporting  typo  organise  Lie.',  of  bctv.oo;  i I50 
to  50'd  personnel.  Tl;c  aT'.ounL  of  !!rii.e-'rr't'eri  end  donoj'ir’oroy 
on  ctbu'r  or'"T!i;*ai  lo’.'S  is  d'"-ctly  proportionate  the  cisc 

of  o prcr.'‘’0't.  o”''ic';,  ’.g;o  fc'l.lcui/  • is  a lisi  to  ccr.slJor; 

1 . -S  cjj  .. C‘  ani.T,  o to  .'sO'-'  ‘ o *j...  0? 

2.  Is  it  org.anlz*m’  to  idnirdzo  the  gap  botroen  the 
dcsi  not  and  tli.  real  stricture? 


3.  Loo.-',  at  'lie  of  co'itrcl. 


( 


4,  Is  responsibility  divided  or  assinned  in  vdioles? 


Han  each  class  of  activity  been  assif:ned  to 


one  peirson  in  char{<e? 

6,  Assifnnent  of  responsibility  should  bo  docuraented 


Review  the  l"l's  charter  and  dcterriiine  if  it  adequately 


permits  1dm  to  diseharf^e  his 


Review  method  of  contracting  used,  and/or  the  advanced 
procuru'ient  plan  and  determine  the  adequacy  of  the  plan  and/or 


mothofl,  to  incirre  that  corpotition,  if  applicable,  h; 


incentive  fee  (CUF)  is  usually 


been  circunvented,  Co: 


contract 


vised  to  nreclud 


the  encoura'-oment  of  cost 


2,  Inc-intivisod  y^rametc: 

3.  lerfcrr.nnce  pM::.at''r 


4,  Ranf^e  of  incentive  effectiveness  should  be 


established  before  tarp:et  leveli 


5.  The  relative  importance  of  the  parameters 


should  bo  established 


6.  Fee  pool  should  be  allocated  accordinc  to  the 


relative  irportance  of  parameters 


If  the  contract  plin  or  contract  is  a ner:otiatcd  typ 


review  and  evalti?.te  the  pre-nr;5otiation  preparation: 


cost  estir^.tinc 


¥»^rn.rv  '.on 


contractors  biddin: 


r.f',  otiaLion  utr 


r.er.crand'ju.:  should  t 


COPf! 


folio- 


Acceleration 


Deceleration 


7.  Ir.proper  rejection  and  re’.rork 

8.  Failure  to  disclose  superior  knovledpc 


V.Vile  revievdni,’:  this  area  detcinine  tlie  adequacy  and 


reliability  of  controlling  constructive  change  orders. 


T}  e r^in  purpose  of  control  is  to 


to  achieve  an  objective  vrithiu  bud  jetod  cost.  Controls 


that  do  not  appear  to  support  the  highej*  r.i’ns  of  the  project 


anvi 


it  is  bacauso  i.hjey  are  vital?.^  i.-l,  th  ether 


'Irectip 


h,  A^n  t'ne  coiitrc'’'s  norc  o3'.lorrte  t'.an  nrc'.rsaj' 


I 


From  the  above,  form  an  opinion  and  recorancnd  remedial  action 
if  appropriate.  An  information  system  (report)  that  does  not 
alert  manaf^ement  to  departures  from  plans  and  point  out 
unforeseen  potential  threats  is  of  little  value. 


; 


One  of  the  more  difficult  functions  to  audit  is  engineering, 
mainly  because  the  results  of  engineering  activity  are  not  alvrays 
di rectly  mcasiu^able  and  often  show  up  more  meaningfully  clsc- 
\diere.  Like  scientists  and  physicians,  engineers  place  a 
prem-Lum  on  techrdcal  Vrnouledgc  and  have  little  appreciation  of  cr 
competence  in  administration. 

like  ether  prei’esnr  ery".!.?,  O rr-crc  tc-r.d  to  bo  hi,  n!),y 
indivi.d\ja.lictic.  ‘fhoy  tend  to  develop  their  cv.t!  style  of 
vorking  and,  tyyrically,  do  rjct  care  much  for  controls,  for/ial 
procedures , or  arrg  ether  constraints  on  their  prcyfossicnal 
froerk'-.  It  tai.os  a Icn  ' time  and  n ,la".;o  j n, - nt  to  '.iHd 
un  a co"nd,ont  e*' •ine-.-r.i e-  c'’'’crt,  • mi  th.e  t-rgryt  can  Is  l.opt 


3.  Is  responsibility  n.nd  accountability  defined 
for  personnel  in  the  different  disci7)lines  of 
enfineerin;-,? 

4.  Are  project  status  reporta  reddened  ror.ulurly 
to  help  pinpoint  problera  areas? 

5.  Is  there  a stanriaixi  routine  and  thorourjhly 
liTiilerntood  prccedure  for  chan;;e  ordei's? 

6.  Are  ch?nc;e  orders  definitized  in  n tinoly 
nanner,  rhat  controls  arc  there? 

Ccrisidoration  shenOd  also  be  dven  to  r.ainl^.ir.abilit^-  of 
the  total  sycte.i.  Such  thinns  as  naintenance  levels,  naiutcnaiice 
p7'ac  icc^i  too.lv-  a.' * ■ r. ai..o.v'u.aa.o ^ wcsl  Cij . an. i. . j.)Ci'St--}nol j 
and  the  er>tn.bli3;.''.er!t  of  controls  thereef  sliOuld  be  cval’-»r.tcd, 
ether  censieJerati  ons  arc  (1)  csuip.icnt  naintenar.ee  cycle, 

(2)  n-aiiilcr.ance  foi'ce  levels,  (3)  ri-placencr. L rol'cios,  (•';)  crc\; 


( **  ^ ■» o-*r‘*r  -a 


dc’eiti;-'',  (?)  replr'C  (")  p.xrl_  i..vo. etc.  T,an 

sour-eo  .''or  d.’ 1.;  t.-pa  o''  ‘nfoneaLicn  is  ;..Istcrical  data,  tcehnloal 
infci’^ation  on  -‘p'-cifi cations  for  operatin  ',  rainlainin.'  and 
rep-airin'"  the  ei.iuip'r.cnt , etc. 

P.n^r!*.G"r  .*^hc  C'^r*lrcli.'  in  ciI'.fcG'',  cV'-T' 

■•■'•r. .is'v  d .’o'jii'  7. it  Del- :•  ;'.o  -iio  is  .T' : d'll.c  r.n'i 


accou.'.tablo  for  coordinat.i.i"  t);c  ti..nsl,”  arrival  of  the  Gi'J 
at  •'.he  rirescribod  location  so  m,  Lo  reduce  unnoocssary  costs 
to  the  ■ '•vern.''.ent  thj'OU'*h  clair;;  '.‘or  iioldin  • us  vi  if.. 


cc::cu'3ic. 


papor  specified  the  liiaxiaf^cnent 


AlLliou;‘h  the  till' 


au'iitin"  of  project  rianar^onant  in 


he  Kavy,  I believe  that  Lhi 


tcchjiiqre  can  be  used  by  any  Governr.icnt  Af'cncy  or  :aiy  Corciercial 
industry/’  usin,^  the  project  i.'ianacernent  approach  to  i.a.na'Cin:^, 


are  to  bo  used  in  th.c  inc; 


efficient  and  effective 


manner,  thc'n  I firmly  believe  that  th.ere  i 


a very  s 


for  rranarer.ont  au.:ii  tin 


of  Defense  oompoti"  • '/j.^'oreusly,  on  an  r.rr.rjal  basi 


fair  share  of  the  total  hcdei-al  Budget 


i' 

» 

. 

• 

• 

• • 

• 

r 

F !'f,7  TC  STPI'CTUP.^  A CFIF  CtriTPACT 

i:-' 

ESTH'AT^:;:) 

T A P Ci  E T 

1 

I.fV/ 

"IliELY" 

HIDK 

1'  - 

Total  Cootc 

292,600 

332,000 

^H7,000 

Total  Fog 

33.000 

30.000 

18.000 

'j 

k-  1 
■ 1 

Total  Price 
Ran,'^e  of  Incentive 

.3330.300 

Fffectivoness  (RI 

0362.000 
E)  than  bocoi.ios; 

O'n^.oco 

i 1 

($'V17,000  - 

3292,300)  or  (312''^, 200) 
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8.  Office  of  the  Cr::ptr oiler,  Dopo.r Lrnont  of  the  '.'-O-TJ,  : av^il  Ai.’cltt 

J:?.noboo-: . '.'anhin'fton,  D.C.,  I.’aval  Audit  iiei'vico  Publicaticn 
752O.I,  current  edition. 

The  handbool:  used  by  all  I.’aval  Audit  Service  personnel, 
outlines  pclioics,  practices,  etc. 

9.  Sav.yor,  Jn.’.n'encG  h. , T’eo  Praci.loe  o'*  I'otlcrn  Internal  Auditing. 

The  ln3titutc  of  Internal  A’\ditor.e,  Ire,,  1973* 

A co:;’.prchor.nive  bool;  on  intei’r.al  auditin:^.  The 
traditional  Kcthcd  cf  auditing  i.o  slreosed  nore 
than  the  operations  or  i.’jr.aKe..:cnt  riiethod  cf 

10.  U.S.  '^•cr.eral  Acoountinn  Cfficc,  heno'^L  to  the  Crn  rc.es.  Acn^ii.siii  on 

o^‘  ior  rn  e^'^s.  .^oprrtr.ent  of  ieicnae,  . ashir.jjtrji , 
D.C.,  The  Co’ipLroller  General  of  the  t.S.,  19?2. 


'This  r-rort  r.oints  ovt  son.e  of  tr’O  r.r’or  prcbi'.eri 
areas  in  the  in£.aiac;c:.’:c; nt  of  projects  in  tne  del. 


